• To determine the production risk effects of Bt corn in the Philippines -Effect on mean, variance, and skewness of yields • Stochastic production function approaches using a non-damage abatement and a damage abatement specification -Evaluate welfare implications of these effects using risk premium and certainty equivalent (CE) measures
Conceptual Framework Conceptual Framework
• Welfare measures based on expected utility theory:
• Risk Premium (R) -willingness-to-pay for a scheme (i.e., insurance) that would eliminate the risk exposure (from v) by replacing the random net income (π) with its expected value E (π)
-Sure amount of net income that the farmer would be willing to receive that would give the same utility as the expected value of random income -R typically greater than zero to reflect risk aversion
• We would know if farmers are "better-off" with Bt corn depending on its effect on R and CE • From the literature, it can be shown that R can be approximated as follows:
• Assuming p is fixed and c(x) is deterministic, then effects of Bt on R and CE will depend on the moments of stochastic production function
• Thus, key to understanding the effect of Bt on farmer welfare is to empirically estimate the effect of Bt on the moments of the stochastic production function
• Stochastic production function estimation • Two specifications:
1. Di Falco and Chavas (2006, 2009) -Expanded Just-Pope production function (Just and Pope, 1978, 1979) 2. Extended Saha et al. (1997) -Damage abatement specification that we expanded to allow for skewness effects
• Di Falco and Chavas (2006, 2009) :
-Based on the specification above, the mean, variance, and skewness represented by:
• Extended Saha et al. (1997) :
-Under the specification above yields are log-normal:
• Log-normal distribution of yields imply the following moment conditions:
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